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Title: Is there any impact on the cost of living when the government imposed new minimum wage 
law? Evidence from Thailand. 
 
The adjustments of the minimum wage is said to raise the standard of living of the people thus 
affecting the economy as a whole both directly and indirectly. As of January 2013, a national 
minimum wage in Thailand was introduced to 300 Thai baht (approximately USD10, with an 
approximated exchange rate of USD1=THB30) nationwide. 
  
This paper studies whether or not the minimum wage raises the cost of living, as measured using 
Consumer Price Index. The panel data used covers 3 years, from January 2011 to December 2013 
and the 77 provinces in Thailand. The author uses entity and time fixed effects to analyse if there 
is any impact of the change in the minimum wage on the inflation. 
 
The author finds that the increase in the nominal minimum wage has an impact on the cost of 
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Wage is an important factor to the development of economics, society and politics. Therefore, 
government has determined the minimum wage rate to serve as a primary to those labours that 
first enter the market. The government has imposed the new minimum wage law, which increased 
minimum wage up to 300 Thai baht (approximately USD10 a day), nationwide, which was in 
effective as of January 2013. This is the first time ever that Thailand adopted national minimum 
wage policy. Prior to imposing of national minimum wage policy, each province has its own 
minimum wage. However, there were initially 6 industrialised provinces that centred around the 
metropolitan area of Bangkok, including Bangkok itself as well, that imposed this minimum wage 
law first, which was meant to be on January 2012. However, there was a major flood in late 2011, 
which severely had an impact on Thailand’s economy as a whole. As a result, the new minimum 
wage law in these 7 premises was adopted 3 months later than scheduled. The reason that these 
places adopted such policy first is because the government wanted to conduct an experiment to see 
what the effects are. (Sigajamat, The Impact of the New Minimum Wage of 300 Thai baht, Bank 
of Thailand (In Thai), 2010) 
 
Minimum wage was first imposed in Thailand in 1973. For the last four decades, it has been 
adjusted to suit the needs of labours, fairness to labours and be able to live above the poverty line, 
which varied from one province to another until this current incumbent government imposed the 
new minimum wage law. (Sigajamat & Techajinda, Change of Minimum Wage, Focused and 
Quick Issue 38, 2011) 
 
This table shows a descriptive statistics of the minimum wage before imposing the new minimum 
wage law on average in national level: 




2011 159.00 171.73 170.00 196.00 8.65 
2012 211.00 245.04 239.00 300.00 20.83 
      
Table 1: Descriptive statistics of minimum wage in Thailand in 2011 and 2012 
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The impact on minimum wage as analysed by (Intarawitak, 2012) that there will be an increase of 
unemployment because some firms don't want to raise their capital. In other words, they want to 
remain the same level of pricing decision. 
 
However, firms will incorporate the new minimum wage into their pricing decision, thus increase 
the cost of living. As a consequence, it will erode some of the benefits of the increase in the 
minimum wage for labours to do their job. 
 
This paper is concerned with whether there is any impact on CPI as minimum wage increases. 
Thai population mostly consist of working class and middle class. There are really few that will be 
counted as a middle-upper and an upper class in Thailand. (Economics and Finance Academy of 
Thailand, 2001). In other words, the author wants to answer this question, will the new adjustment 
of the minimum wage have an effect towards the cost of living which was measured using an CPI 
or no effects at all. According to Mr Somchai Sajjapong, the director of Fiscal Policy Office of 
Thailand, he expressed a very serious concern on the impact of the imposed of the nationwide 
minimum wage of 300 baht. (Thai Post, 2012). Instead of raising the living standard for the people 
in developing countries, which is one of the policies of the World’s Bank (Thailand Development 
and Research Institute, 2010), the new minimum wage policy worsened the poverty situation in 
Thailand by raising the unemployment rate. According to (Thailand Development and Research 
Institute, 2010), 82.4 per cent of all the business sectors in Thailand, especially those that are 
Small-Medium Enterprises, were affected by this populist policy.  
 
I personally think that if you want analyse the standard of living for labourers; one of the crucial 
factors is indeed minimum wage. According to (Sigajamat, The Impact of the New Minimum 
Wage of 300 Thai baht, Bank of Thailand (In Thai), 2010), it is said that prior to the impose of the 
new minimum wage, the minimum wage that labourers received back then is said to be lower than 
what they should receive. International Labour Organisation or ILO said that minimum wage is set 
to prevent labourers from poverty safety net. In other words, it is said to provide a fair wage to 
labourers. Prior to imposing of the new minimum wage law, labourers in Thailand, in general, 
didn't receive a fair wage. 
 
As claimed by (Prime Minister Yingluk Shinawatra, 2008) that the new minimum wage policy 
will raise the standard of living, especially those who are in working class, which also baked up by 
ILO. One of the things that will be improved is the working class people will have more 
purchasing power, thus they can spend more money. This will potentially lead to higher cost of 
living as argued by (Nguyen, 2012). However, higher cost of living might make it harder for those 
who are in working class to live even they receive their minimum wage of 300 baht as stated by 
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analysis is that an increase of statutory minimum wage does indeed have an impact on cost of 
living. 
 
According to the Thailand Labour Protection Act of 2008, it states that all unskilled labours must 
be paid with the minimum wage. By the connotation of wage, it means the compensation (can be 
either money or things that are equivalent to that amount of money), which is to be given to an 
employee who works for an employer. "Employee" means a person who agrees to do work for an 
employer in return for a wage, regardless of the name given to describe his status. "Employer" 
means a person who agrees to employ another person to carry out all or part of any work for his 
own benefit, in return for employment remuneration for satisfactory performance of the work. The 
word, wage, is set to be the compensation for unskilled labours and semi-skilled labours. For 
skilled labours in Thailand, which also known as white-collar employees and professionals, the 
compensation for them is called salary. Minimum wage is a minimum compensation for unskilled 
labour. (Academic Team of the Justice Group, 2012) 
Before the imposing of the new minimum wage policy, each province in Thailand has its own 
minimum wage. According to section 79 of Thailand Labour Protection Act of 2008, the Royal 
Wage Setting Committee has a full authority to set the minimum wage for each province, which 
would consider the wage that unskilled labours are getting from different business sectors. 
Additional factors that are used to compare include standard of living, production capital, 
Consumer Price Index, business capability and local socioeconomic conditions. (Academic Team 
of the Justice Group, 2012) 
 
However, the current incumbent government imposed a new populist policy to set the new 
minimum wage of 300 Thai baht, nationwide. By doing so, the government has authority over the 
Royal Wage Setting Committee. The new Thailand Labour Protect Act of 2012, which was 
introduced by the government, states that Labour Minister has full authority to set the new 
minimum wage as appropriated to unskilled labour. The Royal Wage Setting Committee is no 
longer needed. (Academic Team of the Justice Group, 2012) 
 
This paper will focus mainly on the effect on cost of living as measured by CPI after the new 
statutory minimum wage is introduced and neglect all other factors such as the bankruptcy of 
Small-Medium Enterprises, late payment of salary, spending culture and etc.  
 
Since the minimum wage prior to the new adjustment, 300 Thai Baht nationwide, was not equal in 
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The benefits of this paper are to provide readers with some knowledge regarding the minimum 
wage adjustment in Thailand. Also to provide a supporting result that the increase in the nominal 
minimum wage do have an impact on cost of living as measured by CPI. 
 
The research carries out by first, collecting the data. This data contains monthly Consumer Price 
Index at a provincial level in Thailand. (Source of the data is Thailand’s Ministry of Commerce). 
After that, the author analyses the data, using entity and time fixed effect panel data model. In the 
model, we have CPI as a dependent variable and the statutory minimum wage as our independent 
variable. The author also uses the technique of Instrumental Variable Regression where dummy 




















There is a study in the United States that from 1979 to 1981, the nominal minimum wage 
increased from USD2.9 to USD3.35. As a result of the increase in minimum wage, the Consumer 
Price Index (CPI) increased even faster. (Card, Blundell, & Freeman, Seeking a Premier Economy: 
The Economic Effects of British Economic Reforms, 1980-2000, 2006). 
 
Minimum wage was first introduced in New Zealand in 1896, followed by Australia and the 
United Kingdom in 1899 and 1909, respectively. It was introduced into many countries across the 
world after the Great Depression of 1930 and after World War II. (Neumark & Wascher, 2008). 
 
(Wide-angled Economics Monetary Group, 2012) states that according to their research, the rate 
of increase of the minimum wage is relatively lower than the rate of increase of inflation. During 
2001-2010, the increase of inflation is 2.6 per cent per year on average. Minimum wage increases 
2.2 per cent per year on average. This shows that it decreased the purchasing power of labours. 
 
Graph 1: the comparison between minimum wage, CPI and GDP from 2001 to 2013 
*Source: Office of National Economics and Social Development Board of Thailand 
 
From the graph, we can see that in some year, inflation increased dramatically. However, the 
minimum wage didn't increase as much as inflation did. (Tondisuwan & Sirikanaerat, 2011) said 
the minimum wage decreased when you compare it with inflation since 2001 because there were 
an increasing number of migrant workers. There were approximately 91,000 migrant workers 
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approximately 1,300,000 in 2011, which concord with (Latipat, 2010). However, we have to be 
careful because inflation might not be biding with minimum wage. 
 
There are often allegations, which usually state the increase of minimum wage will lead to 
inflation because businesses want to pass on higher costs to consumers. (Waltman, 2008) said that 
when these decisions are added together, jolts of inflation are bound to accompany minimum 
wage increases. 
 
According to (Lemos, 2006), 63 per cent of the firms made up their prices. However, there were 
no signs that inflation has been affected as a consequence from adjusting the price. (Lemos, 2006) 
further shows that firm profits as a percentage of GDP remained stable.  
 
(Neumark & Wascher, 2008) said that although the direct effects of the increase of minimum 
wage would raise the relative price of goods produced by minimum wage labour, opponents of 
minimum wage have pointed that inflation increases as a consequence of raising wage floor. The 
basic argument is that the minimum wage can be viewed as an external factor of cost shock, pretty 
much like the raise of the oil price, would raise inflationary pressures on the economy. 
 
(Lemos, 2006) has conducted a survey on “the Effect of Minimum Wage on Prices” in 2004. 
(Lemos, 2006) stated that firms usually respond to the increase of minimum wage by reducing 
employment and profits, but raise prices. There were 300 studies, reviewed by (Card & Krueger, 
Time-Series Minimum-Wage Studies: A Meta-analysis, 1995), which investigate an employment 
effect on minimum wage; there were none on its profits effect and only 3 on price effects obtained 
as the results. 
 
There are 5 methodologies used to conduct these studies. There were general equilibrium model 
analysis, a Phillips curve estimation analysis, input-output model analysis, difference-in-
differences estimation analysis and regression analysis. 
 
General equilibrium model is used often with a Phillips curve relation, as a function of minimum 
wage on number of variables. (Sellekaerts, 1980) did a review on four studies. The effect on 
minimum wage and inflation is 10 per cent increased in minimum wage raises an inflation with a 
range of 0.15 to 0.76 per cent. However, (Sellekaerts, 1980) claimed that these studies were 
methodologically wrong. (Sellekaerts, 1980) made an attempt to solve this by inserting modified 
wage determination equation into the macro model of US economy, collected from 1974 to 1979. 
(Sellekaerts, 1980) reported that the result shows 10 per cent increased in minimum wage and 














   
 7 
 
A Phillips curve relation, as a function of minimum wage, is not always included in general 
equilibrium model. (Sellekaerts, 1980) did a review on 7 studies using a Phillips curve relation. In 
these 7 studies, the effect of 10 per cent increased in minimum wage raised inflation with a range 
from 0.2 per cent to 1.8 per cent. (Sellekaerts, 1980) then further eliminated outliers, in which 1.8 
per cent is considered to be an outlier. Thus, this made an upper range to be just 0.37 per cent. 
 
Criticisms against general equilibrium model are that it requires strong assumptions underlying 
the inappropriate data used to construct the model, which messed up with the measurement error. 
In addition to that, it is also hard to find whether there is an increase effect on inflation when 
minimum wage increases as the implicit assumption of a uniformly proportional inflation effect 
throughout the economy. In other words, minimum wage might cause more inflation in parts 
where there are more unskilled labours. 
 
In regression analysis, (Lemos, 2006) stated that using regression analysis on testing the effect of 
80s and 90s minimum wage increases on prices in the United States and Canada, the result 
obtained was 10 per cent increased in minimum wage raised 0.73 to 0.78 per cent of prices. 
(Lemos, 2006). 
 
Then (Lemos, 2006) concluded that all studies, where various methodologies are applied, showed 
that 10 per cent increased in minimum wage raised overall prices no more than 0.4 per cent, which 
is considered to be very small and statistically insignificant. 
 
There is a theoretical study, as a reverse to this paper, made by (Fairlie, 2013). He cited that the 
minimum wage in the State of California, the United States, has increased infrequently and not 
consistent at all. In 1980, the minimum wage in California was USD3.10 per hour. Now, it is 
USD8.00 per hour. However, (Fairlie, 2013) cited that the minimum wage today is worth less than 
in 1980, after adjusted to inflation. He further said that US$3.10 in 1980 is worth US$9.10 in the 
present day. There was no empirical result included in that paper however, but he concluded that it 
is clear that the minimum wage had not kept up with inflation. (Fairlie, 2013). 
 
Another study made by (Nguyen, 2012) about Vietnam. (Nguyen, 2012) investigated that 
increased minimum wage causes inflation in Vietnam or not. 
 
Vietnam has achieved high economic growth. The average GDP growth of Vietnam is 6 per cent 
for the past decade. From 1993 to 2006, Vietnam’s poverty line is decreased by 42 per cent. In this 
study, the minimum wage is measured monthly. The number of adjustments of the monthly 
minimum wage of Vietnam since 1993 is 9 times. In Vietnam, they only have monthly minimum 

















(Nguyen, 2012) collected data in a national level, from 1994 to 2008. The data contains real 
money supply, real state revenue, real GDP, overall inflation and food inflation. 
 
In his paper, (Nguyen, 2012) has provided a full methodology. The method used in that paper is 
regression method where the data is national level time series data. (Nguyen, 2012) then stated 
further that both direct and indirect effects of the minimum wage increased are included in the 
regression. (Lemos, 2004). The reason (Nguyen, 2012) did not use the panel data regression is, it 
was a national level data and no entities were involved. 
 
The minimum wage, in this study, can be regarded as an increase in industry-wide costs, which 
can result in higher inflation. (Nguyen, 2012). 
 





Where  is dependent variable, i.e., the monthly overall CPI and food CPI, at time ,  is g-
lagged dependent variables 
 
 is the dummy variables indicating months when there are minimum wage increases 
 
 are lagged variables and  are leaded variables 
 
 is a vector of control variables 
 
 is a vector of dummy variables indicating months 
 
, ε are unobserved variables.  
 
(Nguyen, 2012) controlled lagged CPIs as explanatory variables because Nguyen claimed that the 
current inflation could depend on the past inflation. 
 
The result obtained from (Nguyen, 2012) is there is no quantitative analysis that as minimum 
wage increases, the inflation increases as well. In addition to that, the inflation increases usually 

















Most of the studies focused on the increase in the minimum wage has an impact on inflation or not, 
as well as they focused mostly on the employment sector. There are not many studies made that 




















In this part, we will look at which method that we use to construct and perform tests on our data. 
 
Entity and Time Fixed Effects Model on Panel Data Regression 
 
The case in which the data has both omitted variable bias that are constant over time but differs 
across entities and differs across time periods but constant across entities, then we need to include 
both entity and time fixed effects in our model. (Laosuthi, 2010) 
 
The combined entity and time fixed effects model is 
 
                                       (1) 
 
Where  is our entity fixed effects and  is our time fixed effects.  
 
The entity and time fixed effects model eliminates both unobserved variables that are constant 
over time periods and constant over entities. 
 
The estimation of the entity and time fixed effects model is a variant of the multiple regression 
model. Therefore, the coefficient can be estimated using the Ordinary Least Square (OLS) by 
including the additional time and entity binary variables. (Stock & Watson, 2006). 
 
In our data, there is a potential omitted variable bias. Omitted variable bias causes our estimated 
model to be bias because it has omitted some factors that might be correlated with each other 
either across time periods or across entities. By introducing both entity and time fixed effects 
panel data model, it will control these unobserved effects, thus reducing the potential for the 
omitted variable bias. These unobserved variables could be the different of spending culture, each 
people in different province has their own way of spending money. Because each people in 
different provinces has their own way of spending, this is considered to be constant over time but 
differ across entities, so we need to used fixed effects to control such thing. Potential factor that 
caused time effects, as they are constant over entities but different over time periods, could be the 
start of raining season and the end of raining season. Because Thailand is largely based on 
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